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Inflation Doesn't Just Happen 


The Outgrowth of Economic Maladjustments, It Cannot Be Painlessly Curbed. 


by Carrot M. SHANKS, President, The Prudential Insurance Company of America 


| Be YEAR four and one-quarter billions of dollars in life insurance benefits was paid to 
policyholders and beneficiaries—the largest amount in history—but the value of those dollars 
in terms of goods and services—because of inflation—must have been a disappointment to the 


recipients. Policies that were designed to per- 
form their objectives turned out, in many cases, 
to be inadequate. 

Application of the December 1950 consumer 
price index (revised) of 178.8 to life insurance 
dollars, readily shows why these people were 
disappointed. For the $228 billion life insurance 
coverage at the end of 1950, translated into 1949 
dollars, becomes actually only $213.6 billion—a 
reduction of $14.4 billion. And, translated into 
terms of 1940 dollars, the drop becomes even more 
—$100 billion—reducing the $228 billion protec- 
tion to $128 billion. 

These reduced figures represent an average cov- 
erage today of only $1,542 for each of the 83 million 
U.S. policyholders; ten years ago, with 65 million 
policyholders, the average coverage was $1,777. 
That is the effect of inflation on the policyholders. 

This problem of inflation is one of the worst 
threats to American civilization today. And, while 
at the moment there seems to be a lull in inflation- 
ary pressure, no one should be deceived; the funda- 
mental forces remain strongly inflationary. 

At the end of 1940, life insurance assets averaged 
about $474 per policyholder. At the end of 1950, 
company assets measured in 1940 year-end dollars, 
were equivalent to only $434 per policyholder— 
$40 less for every policyholder covered. While this 


Copyright 1951 by The Tax Foundation 


is not an alarming situation, the fact is that policy- 
holders, in spite of the great amount of new cover- 
age written, have, on the average, less protection, 
measured in purchasing power, than they had ten 
years ago. 

The trouble is not with life insurance as such. 
The trouble lies with the sinking value of the dollar, 
against which no device is a full protection, and from 
which there is no haven. 

All possible steps are being taken to remedy 
this situation, but there is no real way of effectively 
fortifying against the ravages of inflation except by 
throwing our weight behind a demand that this 
nation get at the roots of inflation while there is 
still time. 

The inflationary gap, which causes the trouble, 
is already substantial, but it probably will increase 
this year and next. Defense expenditures will be 
stepped up from present levels of about 7% to 
perhaps 16%, or 20% of the gross national product 
within the next 14 months. Consumer income will 
continue to rise in the face of increasing shortages 
of things consumers buy. 

What is the excess of consumer and business 
demand over available supply likely to be during 
the coming year? A recent Department of Commerce 
and Budget Bureau report suggests an inflationary 
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gap of from about $6 billion to about $26 billion in 
fiscal 1952, with a medium estimate of around 
$16 billion, based upon Federal expenditures of 
$75 billion. 


With this huge excess demand, the report points 
out, in the absence of tighter controls, present price 
freezes could easily unfreeze; and in the face of 
such a thawing-out process, it is not impossible that 
the cost of living could go higher—even much 
higher. 


So much has been said about inflation in the 
past few years that many have developed a tendency 
to greatly over-simplify the problem. To the public 
generally, the course of inflation seems compara- 
tively simple: when it becomes a factor in the 
economy, a group of politicians get together and 
develop controls. A somewhat half-hearted attempt is 





be in order—to get some new orientation in what it 
is, where it comes from and what is to be done 
about it. 

Inflation, it should be pointed out, may come 
about as the product of chronic maladjustments 
or when some external force throws the economic 
system out of balance, and a society finds itself 
long on money and short on goods and services 
on which to spend it. 

The current inflationary crisis started during 
the last war, when defense requirements absorbed 
most of the production facilities of the nation and 
brought about unprecedented prosperity to millions 
of wage and salary earners. The war was the external 
influence. 

Very large investments in war bonds, a substan- 
tial increase in other forms of individual savings, 
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made to freeze the economy into an impractical and 
virtually impossible status quo. Finally, the crisis 
which brought about the inflation will pass, and 
everything will return to normal. Controls will be 
lifted and the nation will be none the worse for the 
experience. 

This may be a politically popular description 
of the inflation crisis, but it certainly isn’t an 
economic one. 

In the first place, inflation doesn’t just happen. 
It is the outgrowth of deep-seated economic mal- 
adjustments. In the second place, its appearance 
on the scene should not call so much for controls, 
even though they may be necessary, as for well- 
considered curative measures. In the third place, 
the elimination of the crisis that brought inflation 
into sharp focus is highly unlikely to stop the 
inflation; if inflation is permitted to run long 
enough without effective fundamental counter- 
measures, it becomes such a force that it needs little 
outside encouragement to keep going. It feeds 
upon itself, 

Because we must contend not only with the 
facts, but with what the public thinks are the facts, 
perhaps a fresh look at the whole problem should 
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and huge wartime taxes absorbed much of the 
spendable income. Government controls brought a 
measure of temporary checks on price and wage in- 
creases. These, fortunately, reduced the immediate 
evil results. 

But then, after the war, controls had to be lifted, 
and it soon became evident that each lifted control 
merely removed a lid from the fires of inflation 
which had not died ‘out. So the outward manifesta- 
tions of inflation appeared in earnest all over again, 
and became worse as the huge wartime savings were 
spent. 


Only Three Real Options 


This situation was complicated still further with 
the development of the present crisis. Defense ex- 
penditures mounted, scarce materials grew scarcer, 
businessmen and people generally scrambled for 
goods and supplies because it was assumed they 
would disappear, and we found ourselves back 
where we were in the early days of World War II. 

Then the familiar political arguments rang out, 
and the struggle to develop controls began. Prophets 
proclaimed again that controls designed only to 
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curb the end-results of inflation would cure the 
situation; and wise men counseled that controls 
don’t cure anything—even good and enforceable 
controls. It is like sawing off an iceberg at water 
level and assuming that an iceberg you can’t see 
won't sink a ship. 

That is about where we are now. The question is: 
Where should we be? What should we be doing? 
There are three things that can be done, or not 
done about it. There are only three real options. 


The first is to do nothing and hope that 
inflation will disappear as it came. This is 
an extremely dangerous course, but one that 
was followed in World War II, and again for 


many months in the present crisis. 


The second option is to create palliatives— 
government controls on prices and wages and, 
in some cases, production. Everything con- 
sidered, this is probably an improvement over 
the first. But we must never deceive ourselves 
into thinkirg that these measures do anything 
but bring under temporary control seme of 
the end-results of inflation. lf we are to have 
anything resembling a free government, the 
controls sooner or later must come off. And 
when you take the lid off, the pot will boil over. 


The third option is to make a serious at- 
tempt to get at the economic roots, or some of 
the roots, of the inflationary trends. In many 
quarters, within government and _ without, 
honest efforts are being made to get something 
done on this score. In this connection, inflation 
may be regarded as an economic result of a 
grave social disease; one which has affected 
other countries in other times; a disease which 
caused the downfall of at least one whole 
civilization and has brought about the ruina- 
tion of nations well within the scope of our 
own memories. Inflation, regarded in this light, 
calls for diagnosis and treatment. Like most 
serious diseases, this one cannot be quickly, 
easily or, least of all, painlessly cured. 


Of the first option—ignoring inflation and hoping 
that it will go away—little needs to be said. The 
futility of this course is self-evident. Few advocate 
such a course today. It need be mentioned no further 
except to suggest and urge that our people, espe- 
cially young people—those in grade schools—be 
thoroughly instructed on inflation, its cause and 
effect. Perhaps, then, in time may be born a national 
will to take effective steps. 

As to the second option—the installation and 
maintenance of government controls—the effort to 


establish controls has been in process- for some 
time, and we are still without effective ones in 
spite of the actions of recent days. It is doubtful 
whether controls can be made really effective in 
time of peace, even an uneasy peace. Present controls 
tend to freeze some prices, and leave others at 
liberty to go with the market. Certain controls on 
farm products attempt to keep prices down, while 
parity arrangements keep prices up. Some wages 
have been frozen, while the Government continues 
to recognize cost-of-living wage contracts that call 
for automatic wage adjustments to keep pace 
with inflation. 

There are rigid controls of some prices at some 
levels of distribution, and complete freedom of 
pricing for the same goods or component raw ma- 
terials at other levels. 


All Must Share the Burden 


Controls, at best, are only palliatives; but controls 
that don’t control are not even that. Nevertheless, 
I am an advocate of controls, in spite of the grave 
dangers to production which can flow from them. 
The psychological effect on the nation requires 
them, all apart from any éther reason. 

Much geod can come from controls which will 
effectively check the more damaging end-results of 
inflation while a more permanent cure is being 
effected. But it is up to all citizens—labor, manage- 
ment, Government, landlord, farmer, small business- 
man, big businessman, and consumer—to recognize 
the unfortunate fact that effective controls cannot 
be designed which will curtail everyone else and not 
interfere with the normal progress of one’s own 
affairs. Some profits, some wages, some votes, some 
comforts or even necessities must be sacrificed; the 
burden must be shared by all. 

What about the third option—an attempt to 
get at the roots of inflation? On this score, many 
groups, including the life insurance industry, have 
been active, pressing for sound national monetary, 
fiscal and debt management policies in an effort to 
restrain the forces of inflation; to get at some of 
the major sources out of which inflation grows. 
One important facet is a program directed toward 
reducing the active money supply in the hands of 
the public. It is this active money supply which does 
the mischief. Thus, there has been pressed: (1) a 
Federal tax program that cuts directly into mass 
purchasing power, and, so far as feasible, puts the 
Government on a pay-as-you-go basis—‘“feasible” is 
used, because there is a point at which taxation 
becomes destructive and inflationary; (2) cutting 
to the bone all non-military expenditures and bend- 
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ing every effort to insure that military expendi- 
tures are made efficiently and with a minimum ef 
waste; (3) tightened monetary and credit controls; 
(4) management of the public debt in such a way 
as to reduce the money supply of the general public; 
(5) a vigorous policy of discouraging further 
rounds in the wage-price spiral, calling for the 
cooperation of both labor and management. 

The accord reached this Spring between the 
Treasury and the Federal Reserve Board under 
which Government bonds apparently have been left 
relatively free to seek their natural price level with 
maintenance of an orderly market by the Federal 
Reserve is a long and strong step in the right 
direction. 

Regulations X and W, tending to restrict credit 
in the housing and consumer credit fields are be- 
ginning to be helpful. The industry participated in 
the development and drafting of the national pro- 
gram for voluntary credit restraint. A guiding 
principle of the program is that credit be extended 
in such a way as to help maintain the domestic 
economy through the restraint of inflationary ten- 
dencies and at the same time help finance the defense 
program and the essential needs of agriculture, 
industry, and commerce. - 

Financing institutions participating in the pro- 
gram are expected to screen loan applications on the 
basis of their purpose. The key question is: “Does 
the loan commensurately increase or maintain pro- 
duction, processing, and distribution of essential 
goods and services?” The program has helped to 
date. Its success will depend upon a widespread 
desire to abide by its spirit. 

One thing that should be stressed more is personal 
saving. For not only is saving highly effective in 
closing the inflationary gap, it is one activity which 
is not in any way injurious or detrimental to the 
individuals involved. Only a postponing of desires 
to purchase is called for. Furthermore, the savings 
would be available for spending following the 
defense effort when it may be desirable to sustain 
the economy. Even much more can be done to pro- 
mote savings. An interest rate which would actively 
encourage saving would cost an infinitesimal sum 
compared to the benefits flowing from it—and such 
a rate need not be high in any event. 

Basically, however, none of the steps to control 
inflation will succeed unless the fundamental atti- 
tude of the people is right, for we are suffering from 
a malignant social disease. Inflation is one of the 


_ end-results, 


“Disease” best describes the growing tendency to 
turn from self-reliance to looking to and dependency 
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upon Government. That is the first phase of the 
disease. This nation grew great because of the ini- 
tiative, drive, self-reliance, and self-respect of the 
individual—his desire to provide for himself, for 
his dependents, and his progress in the world. 

The American system of private enterprise and 
representative democracy rests squarely upon those 
traits. It rests upon the dignity and the integrity 
of the individual. Fanned by the promises of those 
who would gain or stay in political power, the idea 
has grown that government can provide the better 
things of life without toil or cost on the part of 
the recipient. The long succession of unbalanced 
budgets, apart from war, and the proposals for 
spending in the social field testify to the virulence of 
the idea. 


One Grim Result — Inflation 


The second phase of the disease is the likewise 
growing tendency to turn to group action and 
through group pressure to extract from government 
and the economy more than would otherwise be 
allocated or, in many or most cases, can be justified. 
Few groups seem willing to apply themselves to 
increasing productivity and taking their share of 
the increase. Most press for gains over and above 
productivity gains. Some groups suffer—but in the 
main, government tends to hand out funds not 
backed up by increases in production—and the 
dollar rots away. The spectacle in Washington today 
of organized groups seeking special advantages and 
at the same time seeking to avoid any and all 
sacrifice which should be shared by all, is but a 
showcase example of where turning to government 
and group pressure has led us. We have seen where 
the surrender of individual dignity and independence 
to groups and group spokesmen led in the case of 
Hitler and Mussolini. The individual ceases in effect 
to be a free citizen and becomes a ward of his 
organization or the state. One of the grim results 
is inflation. 

There is no pat solution for this problem. Leader- 
ship is called for—not a Moses, nor a man on horse- 
back, nor his modern version, a demagogue on 
television. Men of influence, business leaders, can 
provide the leadership in countless situations and 
in a myriad of ways. The first step in that leadership 
is self-examination: “What pressure am I exerting, 
or permitting to be exerted on my behalf, to gain 
advantage or avoid responsibility at the expense 
of the national interest?” It is human to look for one 
man to lead us out of the wilderness. But if each 
man takes on a small part of the job, we could 


. do without him. 
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